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Students’ Department
Edited

by

H. A. Finney

[Note.—The fact that these solutions appear in The Journal of Ac
not lead readers to assume that they are the official solutions
of the board of examiners. They are merely the expression of the opinions

countancy should

of the editor of the Students’ Department.}
AMERICAN INSTITUTE OF ACCOUNTANTS
Examination in Accounting Theory and Practice.

Part I

NOVEMBER 13, 1924, 1 P. M. to 6 P. M.

The candidate must answer the first three questions and one other question
No. 1 (25 points):

La Belle Manufacturing Company makes a product which retails during
the summer and fall, the sales being particularly heavy the first half of the
calendar year. For certain reasons, the company stores its finished product
in a licensed public warehouse from which all shipments are made.
The general manager, who is also the treasurer, has a contract whereby he
receives an annual salary of $12,000 plus a bonus of 10% of the net profits of
the company, both charged to administrative expense. The bonus is com
puted semi-annually but payment withheld until after the audit report is
received.
Your audits of the books of this company have been made without restriction
for several years. In your report for the six months ended December 31, 1923,
you make the following two statements:
Exhibit C
Profit-and-Loss Statement
FOR THE SIX MONTHS ENDED DECEMBER 31, 1923

Sales, less returns and allowances....................................
Deduct—
Cost of goods sold, per exhibit D................................

$213,900

100.00%

89,800

41.98%

Gross profit on sales..........................................................
Deduct—
Selling expense.............................................. $26,075
Administrative expense, including bonus..
35,525
----------

$124,100

58.02%

61,600

28.80%

Net profit on operations...................................................
Deduct—
Financial expense...........................................................

$ 62,500

29.22%

27,800

13.00%

Net profit, to surplus........................................................

$ 34,700

16.22%
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Exhibit D
Statement Showing Cost of Manufacture and Cost of Sales
FOR THE SIX MONTHS ENDED DECEMBER 31, 1923

Goods in process, beginning of period..............................................
Raw materials used.............................................................................
Direct labor..........................................................................................
Factory overhead................................................................................

Goods in process, end of period.........................................................
Cost of manufacture...........................................................................
AddFinished stock, beginning inventory.............................................

$

33,680
769,360
433,632
202,713

$1,439,385
110,556

$1,328,829
167,291
$1,496,120

Deduct—
Finished stock, ending inventory..................................................

Cost of goods sold...............................................................................

1,406,320

$

89,800

The amount of net profit carried to surplus does not seem unusual but in
making up your percentage analysis you are forcibly impressed with the rate
per cent of gross profit. An examination of your previous reports shows rates
averaging 20%, which leads you to believe that something must be wrong.
A review of your audit procedure assures you that your work is correct and
you conclude that if error exists it must be in the inventory of finished goods,
December 31, 1923. The cost of these goods has been obtained by frequent
periodic tests throughout the year wherein all costs entering into the product
are carefully noted. You check the computations of the value of goods in
process, December 31, 1923, and find them correct, but a further investigation
regarding the finished stock furnishes you with the following trustworthy data:
Balance in warehouse, June 30, 1923.......................................... 90,700 gross
Additions to storage, per deposit receipts, July 1 to December
31, 1923..................................................................................... 674,100 "

764,800 gross
Deductions from storage, per orders on file, July 1
to December 31, 1923:
Out of receipts prior to July I, 1923.................
23,810 gross
Out of receipts subsequent to June 30, 1923.. .
64,790 “
--------------- 88,600 gross
Balance in warehouse, December 31, 1923..................................

676,200 gross

Make whatever changes in the above operating statements you deem neces
sary, but, as these statements are in agreement with the books, it is essential
that you explain any changes you make, redrafting the statements. If no
changes are made, what comments would you make in your audit report?

Solution:

The cost of goods sold appears to be incorrect because of a failure to de
termine the cost of goods taken from storage and sold, properly divided be
tween the cost of goods placed in storage prior to July 1, 1923, and the cost of
goods placed in storage subsequent to June 30, 1923. The cost of sales, on
the basis of such a division, is computed as follows:
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Exhibit D
Statement Showing Cost of Manufacture and Cost of Sales
FOR THE SIX MONTHS ENDED DECEMBER

31, 1923

Goods in process, beginning of period..............................................
Raw materials used.............................................................................
Direct labor..........................................................................................
Factory overhead................................................................................

$

Total.............................................................................................
Less goods in process, end of period.................................................

$1,439,385
110,556

Cost of manufacture........ ...................................................................
Add finished stock, beginning inventory..........................................

$1,328,829
167,291

Total.............................................................................................
Less finished stock, ending inventory (exhibit E)..........................

$1,496,120
1,324,486

Cost of goods sold...............................................................................

$ 171,634

33,680
769,360
433,632
202,713

Exhibit E
Statement of Valuation of Inventory—December 31, 1923
Balance in warehouse, June 30, 1923..............................
Additions to storage, July 1 to December 31, 1923. . . .

Gross
Cost
90,700 $ 167,291
674,100
1,328,829

Total........................................................................

764,800 $1,496,120

Deductions from storage:
Out of receipts prior to July I, 1923:
Quantity.................................................................
23,810
Cost—23,810/90,700 of $167,291.............................
Out of receipts subsequent to June 30, 1923:
Quantity..................................................................
64,790
Cost—64,790/674,100 of $1,328,829........................

Total........................................................................
Balance in warehouse, December 31, 1923......................

88,600

$

43,916
127,718

$ 171,634

676,200 $1,324,486

Before the profit-and-loss statement can be re-cast, it is necessary to reach a
conclusion as to the amount of the bonus allowed to the general manager during
the last six months of the year and included in the item of $35,525. As always,
in such cases, the question arises as to whether, in computing the bonus, the
bonus itself is to be regarded as an expense in determining the amount of the
net profit subject to the bonus. Since the problem states that the general
manager was to receive 10% of the net profit, without qualification as to the
meaning of net profit, it must be assumed that the bonus is to be 10% of the
profits remaining after charging all expenses, including the bonus itself. On
this assumption, the bonus charged to administrative expense and included in
the item of $35,525, was 10% of $34,700 or $3,470; and the administrative
expense exclusive of the bonus was $35,525—$3,470, or $32,055.
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Exhibit C
Profit-and-Loss Statement
FOR THE SIX MONTHS ENDED DECEMBER 31, 1923

Sales, less returns and allowances....................................
Deduct cost of goods sold, per exhibit D.......................

$213,900
171,634

100.00%
80.24

Gross profit on sales..........................................................
Deduct:
Selling expense............................................... $26,075
Administrative expense.................................
32,055

$42,266

19.76

58,13o

27.18

Loss on operations.............................................................

$ 15,864

Add financial expense........................................................

27 ,800

Net loss...............................................................................

$ 43,664

7.42%

The bonus for the first six months has been credited to the general manager.
But presumably the bonus is to be based on the profits of the year, and since a
loss has been incurred during the second six months of the year the credit
given to the general manager at the end of the first six months will have
to be reduced.
On the assumption, previously stated, that the bonus is to be treated as an
expense in determining the amount of the profit subject to the bonus, the
amount of the bonus is determined by taking one-eleventh of the profit before
deduction of the bonus. Since the operations of the second six months re
sulted in a loss of $43,664, the net profit for the year (before bonus) is reduced
a like amount, and the bonus is reduced one-eleventh of $43,664, or $3,969.
An adjustment of $3,969. should therefore be made in the bonus and net
profit of the first six months statement, or in the statement for the year as a
whole.

No. 2 (32 points):
The I. Roussim Manufacturing Corporation is requested by its bankers to
file with them a balance-sheet, duly certified, showing its condition as of
December 31, 1923.
The corporation asks you to examine its books of account and certify to the
following balance-sheet which is in accord with the general ledger.
Balance-Sheet—December 31, 1923

Assets
Land......................................................................
Building.................................................................
Machinery.............................................................
Furniture...............................................................
Goodwill................................................................
Cash.......................................................................
Receivables...........................................................
Investments..........................................................
Inventory..............................................................
Prepaid expense...................................................

Total..............................................................
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$ 80,000
127,500
224,000
5,000
100,000
33,8oo
120,000
50,000
155,000
2,575
$897,875

Students' Department
Liabilities
Notes payable......................................................
Creditors...............................................................
Bonds....................................................................

$120,000
62,000
100,000

Total..............................................................
Net worth:
Capital stock....................................................
Undivided profits.............................................

$282,000

$500,000
115,875
----------- $615,875

Your examination discloses the following:
A. The land was valued by an appraisal company as at July 10, 1923, and
the appraisal increase of $39,500 credited to undivided profits.
B. The building, machinery and furniture were recorded at cost. De
preciation had been written off regularly and at an adequate rate, viz.:—
buildings, $22,500; machinery, $96,000; furniture, $3,000.
C. The goodwill has been estimated by the officers of the corporation and
the amount credited to undivided profits, July 1, 1923.
D. The cash balance is composed as follows:
On hand..............................................................
$2,000
Defunct state bank................................................
1,800
X national bank.....................................................
33,000
Y state bank (overdraft)......................................
(12,000)
Sinking-fund trustees............................................
9,000

$33,8oo
The cash on hand includes I. O. U.’s of a former salesman, $575; the
defunct state bank has been closed for some time; the receiver expects,
eventually, to pay 50 cents on the dollar; the overdraft in Y state bank
is caused, partly, by holding open the cash-book and entering, as of
December 31, 1923, cheques issued to creditors in January, 1924, amount
ing to $9,000.
E. The receivables include:—$15,000 initial payment for new machinery
ordered under contract, in amount, $45,000; $20,000 consignment sales on
which a profit of $6,000 is expected; claim $16,000 for refund, treasury depart
ment. This claim, with an amended return for 1921, was filed with the local
collector December 27, 1923.
F. Investments consist of U. S. Liberty bonds at par which are pledged on
notes payable.
G. The inventories, priced at cost, are as follows:
Raw materials........................................................ $ 52,000
Goods in process....................................................
16,000
Finished goods........................................................
87,000

$155,000

H. Prepaid expense consists of prepaid insurance, $1,650, and office supplies,
$925.
J. Notes payable include a demand note due the president in amount
$30,000 and $50,000 due X National bank secured by the U. S. Liberty bonds:
the balance to other banks.
K. Creditors’ account includes payroll, $18,000, and accrued interest, $320.
L. Bonds, issued January 1, 1921, 30 years, 6%; sinking-fund payment
required, $3,000 yearly.
M. Capital stock:
6% preferred, authorized and issued................... $300,000
Common, authorized and issued..........................
200,000
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Dividends were declared and paid in July, 1923, 3% on preferred and
2% on common. On January 15, 1924, 3% was declared on preferred and
4% on common, payable February 15, 1924.

N. The undivided-profits account showed a
Debit balance, January 1, 1923, of.....................
Credits for the year 1923......................................

$ 27,825
156,700

Dividends, July, 1923...........................................

$128,875
13,000

Credit balance, December 31, 1923.....................

$115,875

Prepare your own balance-sheet from the foregoing and attach certificate.
State briefly your reason for each change made.

Solution:
The I. Roussim Manufacturing Corporation
BALANCE SHEET ADJUSTMENT WORKING PAPERS, DECEMBER 31, I923

Assets
Before
adjust
ment
Land............................... $80,000
Building......................... 127,500
Machinery..................... 224,000
Advances on contract
for purchase of $45,000 of machinery. .
5,000
Furniture.......................
Goodwill........................ 100,000
33,8oo
Cash...............................
Receivables (customers)

Adjustments
Credit
Debit

$897,875

15,000
8,000
100,000

15,000 E1
3,000 B3

120,000

Advances to former
salesmen.............
Deposit in defunct
state bank..........
Claim for refund—fed
eral taxes...........
Investments (pledged—
notes payable). 50,000
Sinking fund..........
Inventory...................... 155,000
Finished goods on con
signment .............
Raw material............
Goods in process........
Finished goods..........
Prepaid expense............
2,575
Prepaid insurance....
Office supplies............

$80,000
150,000
320,000

$22,500 B1
96,000 B2

12,000 D2

After
adjustment

$1,800 D1
9,000 D3
575 D4
15,000 E1
20,000 E2
16,000 E3

34,425

69,000

575 D4

575

1,800 D1

1,800

16,000 E3

16,000

9,000 D3

50,000
9,000

155,000 G

14,000
52,000
16,000
87,000

1,650 H
925 H

$347,450
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14,090
52,000
16,000
87,000

E2
G
G
G

2,575 H

$219,950

1,650
925

$1,025,375
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Before
adjust
ment

Liabilities
Adjustments
Debit
Credit

Adjustment totals
forward...............
Notes payable................. $120,000
President—demand. .
X national bank—
secured....................
Other banks...............
Creditors........................
62,000
Y state bank—over
draft....................

$219,950

$347450
120,000 J

30,000 J

18,320 K
9,000 D6

Payroll...................

Accrued interest........

Bonds (6% due Jan. 1.
1951)....................... 100,000
Capital stock................. 500,000
Preferred, 6%............
Common.....................
Undivided profits.......... 115,875

After
adjustment

$30,000

50,000 J
40,000 J
9,000 D6

50,000
40,000
52,680

12,000
18,000
320
3,000

3,ooo
18,000

D2
K
K
L

3,320

100,000
500,000 M

39,500
100,000
900
6,000
3,000

300,000 M
200,000 M

A
C
D5
E2
L

33,525*

Reserve for appraisal
increase in land
value.......................
Reserve for deprecia
tion of buildings.. .
Reserve for deprecia
tion of machinery..
Reserve for deprecia
tion of furniture. ..
Reserve for estimated
value of goodwill. .
Reserve for loss on
deposit in defunct
State bank.............

39,500 A

39,5oo

22,500 B1

22,500

96,000 B2

96,000

3,000 B3

3,000

100,000 C

900 D5

$897,875 $1,144,170

300,000
200,000

$1,144,170

100,000

900

$1,025,375

Explanation of Adjustments
A. The appraisal increase in the land value is transferred from undivided
profits to an unrealized profit account in order to distinguish between realized
operating profits and unrealized extraneous profits.
B. 1, 2, 3. The depreciation provisions, which have apparently been
credited directly to the property accounts, are added back to these accounts
and set up in reserves so as to permit showing in the balance-sheet the cost
and depreciation to date instead of merely the net carrying value of each
group of assets.
C. The credit for goodwill, placed on the books by an arbitrary charge to
goodwill and credit to undivided profits, is taken out of the latter account and
set up in an unrealized profit or reserve account. It might be better to elimi-

* Red.
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nate the goodwill account entirely, but no serious harm can be done by leaving
the account on the books if the balance-sheet clearly shows that it was placed
there by a book entry creating an unearned profit account.
D1. The deposit in the defunct bank is taken out of the cash and set up in a
separate account, so that its nature can be clearly shown in the balance-sheet
as a doubtful receivable instead of as cash subject to immediate withdrawal.

D2. Instead of deducting the over draft on the X national bank from the
cash, as was done in the company’s statement, it seems preferable to set up
the over-draft as a liability.

D3. The cash in hands of sinking-fund trustees is not cash in the current
sense, and hence should be set up separately.
D4. The I. O. U.’s of former salesmen are not cash, but are more properly
classed as receivables. It is not unlikely that their value is doubtful, but in
the absence of specific information in the problem no reserve is set up against
them.

D5. Since the receiver for the defunct bank expects to pay 50 cents on the
dollar, a reserve of one half of $1,800 appears to be adequate to provide for
the loss to be sustained on the realization of the deposit.
D6. Holding the cashbook open after December 31, 1923, was wrong.
Hence the amount of the cheques drawn after that date, but entered as of the
end of the year, is added back to the bank account (as a deduction from the
overdraft) and to the liability to creditors.
E1. The advances on contracts for purchases of machinery are set up as a
fixed asset. Although the machinery has presumably not been received, the
contracts are probably irrevocable, and the $15,000 payment therefore repre
sents an additional investment of capital in fixed property.
E2. The goods sent on consignment should be included in the inventory at
cost; the billed price should be taken out of the receivables, and the estimated
profits should be taken out of the undivided-profits account.

E3. The claim for refund of federal income taxes should be shown as a
separate item and not merged with the accounts receivable from customers.

F. No adjustment in the accounts is required to give expression to the fact
that the Liberty bonds are pledged, but the balance-sheet should call attention
to the fact.

G. The inventories are set out separately, so that the detail can be shown in
the balance-sheet.
H. The items of prepaid expense are set out separately.

J. The three classes of notes payable are different in nature and hence should
be shown separately.

K. The amounts owed on trade creditors’ accounts should be shown sepa
rately from accrued payroll and accrued interest.

L. The sinking-fund payments appear to have been kept up to date, but if
the interest on the bonds is payable on January 1st, and not December 31st,
there is presumably a half-year’s interest accrued and unpaid.
M. The two classes of stock should be separated on the balance-sheet. The
balance-sheet can not give expression to the declaration of dividends on
January 15, 1924, but attention should be directed to the fact that there are
so-called accrued dividends on preferred stock. The analysis of the deficit
in the balance-sheet, which shows a payment of dividends in July, seems to
give adequate information on this point.

58

Students' Department
The I. Roussim Manufacturing Corporation
BALANCE-SHEET DECEMBER

31, 1923

Assets
Fixed assets:
Land (cost $40,500.00)—appraised value....................... $ 80,000
Building........................................................... $150,000
Less reserve for depreciation...................
22,500
----------127,500
Machinery....................................................... $320,000
Less reserve for depreciation...................
96,000
----------- 224,000
Furniture......................................................... $ 8,000
Less reserve for depreciation....................
3,000
----------5,ooo

Total............................................................................ $436,500
Advances on contract for purchase of $45,000 of
machinery.......................................................
15,000
—-------- $451,500
Goodwill—placed on the books at estimated value as determined by
the officers of the corporation, and offset herein by a reserve for
unrealized profits—see contra........................................................
100,000
Investments:—U. S. Liberty bonds, pledged as collateral to notes
payable to X national bank—par value.......................................
50,000
Sinking fund for bonds...........................................................................
9,000

Current assets:

Inventories:
Raw materials............................................
Goods in process........................................
Finished goods on hand............................
Finished goods on consignment...............

$ 52,000
16,000
87,000
14,000
----------- $169,000

Receivables:
Customers...................................................
Claim for rebate of federal income taxes.
Deposit in defunct state bank... $1,800
Less reserve for estimated loss.
900
-------Advances to former salesmen....................

$ 69,000
16,000

900
575
----------Cash....................................................................................
$

86,475
34,425
-----------

Deferred charges:
Prepaid insurance.............................................................. $
Office supplies.....................................................................

289,900

1,650
925

2,575
$902,975
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Liabilities

Fixed liabilities—Bonds, 6%, due January I, 1951............................ $100,000
Current liabilities:
Notes payable:
President—payable on demand...........
$ 30,000
X national bank, secured by U. S. Liberty
bonds, par value $50,000......................
50,000
Other banks................................................
40,000
----------- $120,000
Accounts payable—trade creditors..................................
52,680
Overdraft—Y state bank..................................................
3>ooo
Accrued payroll..................................................................
18,000
Accrued interest on bonds, notes payable, etc...............
3,320
----------197,000
Reserves:
Unrealized profit on land appraisal................................. $ 39,500
Unrealized profit on goodwill written into accounts at
value estimated by officers...............................
100,000
----------139,500
Capital:
Capital stock:
Preferred, 6%, authorized and issued................. $300,000
Common, authorized and issued..............................
200,000

Total capital stock................................................. $500,000
Less deficit:
Deficit, January 1, 1923........................
$ 27,825
Add dividends paid, July, 1923............
13,000
Total.................................................... ................
Total....................................................
$ 40,825
Less profits for the year ended
December 31, 1923........................
7,300
----------- $ 33,525
466,475
$902,975
Certificate

We Have Examined the books and accounts of The I. Roussim Manufacturing
Corporation as of December 31, 1923, and
We Hereby Certify that, in our opinion, the foregoing balance-sheet is a
correct statement of the financial condition of the corporation as of that date.
(Signed) ........................................
Date, .....................................
No. 3. (18 points):
The treasurer of the Standard Company wishes to buy the interest in the
company owned by the retiring president. The price agreed upon is the
correct book value of the capital stock. Both officers wish to be fair but doubt
exists as to whether the book values of fixed assets are correctly stated.
During the first four years the depreciation taken depended upon the profits
made. At the end of the fourth year an internal-revenue officer examined the
returns of the company together with its records and, for taxing purposes,
established the following rates which were accepted:
Buildings.........................................................................
2%
Machinery.......................................................................
5%
Tools.................................................................................. 10%
Furniture and fixtures.....................................................
15%
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At the beginning of the 5th year, the company entered upon its books the
values as set forth in an appraisal recently completed. Thereafter, it de
preciated on the cost values at the rates prescribed by the government officer.
A detailed schedule of the fixed assets follows:

Land.....................
Buildings..............
Machinery...........
Tools.....................

Furniture..........

Jan. 1, '18 Depre
ciation
Cost
None
$ 7,500
None
45,000
$15,000
28,000
1,700
2,100
3,000
1,500

$85,600

$18,200

Dec. 31, '21
Carrying
value

Jan. 1, 1922
Appraisal value
Sound
New

$ 7,500
45,ooo
13,000
400
1,500

$ 10,000
100,000
60,000
4,000
5,ooo

$ 10,000
93,662
48,483
3,504
4,790

$67,400

$179,000

$160,439

The following is the balance-sheet, December 31, 1923, from which it will
be seen that the “sound” values were placed upon the books, January 1, 1922,
and depreciation taken on original costs at government rates:
Assets
Current..................................................................................
Fixed—less depreciation.....................................................
Deferred charges..................................................................
Liabilities
Current..................................................................................
Capital stock (par $100).................................
$300,000
Less, deficit...................................................
65,620
-----------

$161,318
154,519
1,553
----------- $317,390

$ 83,010

234,380
----------- $317,390

Give the correct book value per share and show how you arrive at your
figures.
Solution:
In addition to the determination of the book value of the stock, this problem
involves a number of interesting points in the treatment of appraisals, including
the differentiation of cost of property and increase in replacement cost new
according to appraisal, the separation of depreciation on cost and depreciation
on appraisal-disclosed appreciation, the segregation of capital surplus (or un
realized profit) from earned operating profits, and the depreciation or amorti
zation of the added value disclosed by the appraisal.
The following exhibit, which is supported by sundry schedules, indicates the
adjustments to be made to give consideration to all of these matters, as well as
to the correction of the depreciation entered in the accounts prior to the ap
praisal.
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of

of
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Net increase......................................$93,039.00

361.00

increase
gross

Balances per books, December 31, 1923 (schedule 1,
schedule 2, and balance-sheet per problem .... $179,000.00 $24,481.00
Excess of cost new per appraisal over original cost.
This was charged to the property accounts, but
in order to maintain a distinction between cost
and write-up, it is now transferred to a separate
93,400.00*
$93,400.00
account (schedule 1 )
Excess of depreciation per appraisal over depre
ciation per books. This was credited to the
depreciation reserve, but in order to maintain a
distinction between depreciation on cost and
depreciation on appreciation it is now transferred
361.00*
$
to a separate account (schedule 2 )
Net excess of sound value per the appraisal over the
depreciated book value. This was credited to
deficit, but in order to maintain a distinction be
tween capital surplus from the appraisal and
deficit from operations it is charged back to
deficit and set up in a separate account.
Excess of cost new over original cost $93,400.00
Excess of depreciation per appraisal
over depreciation per books. . . .
361.00

reserve

Dep'n on
apprecia
tion

Appraisal

A ccounts

Deprecia
tion

A djustment

Property
accounts

S tatement

T he S tandard C ompany

$93,039.00

Capital
surplus

93,039. 00

$65,620.00

Deficit

E xhibit A
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*Deductions.

Final adjusted balances ............................................

Excess depreciation provided for the four years
from January 1 , 1918 to December 31, 1921. The
depreciation reserve should be reduced, with a
corresponding reduction in the operating deficit.
(schedule 3 ) ........................................................
But if a correct amount of depreciation had
been taken during the first four years, the de
preciation reserve would have been smaller, and
the difference between the depreciation per books
and the depreciation per the appraisal would
have been larger. Instead of $361 it would have
been $6,721. Hence the $6,360 is added to the
depreciation-on-appreciation account..............
The decrease in the depreciation for the first
four years increases the book value of the prop
erty at the date of the appraisal, and correspond
ingly decreases the capital surplus resulting from
the appraisal. See schedule 4 ..........................
The capital surplus must be amortized over the
remaining life of the assets. The amounts to be
written off over the two years which have elapsed
since the appraisal are computed as explained in
Schedule 5 ...........................................................
$85,600.00

$17,760.00

6,360.00*

8,973.12*

6,360.00*

$93,400.00 $15,694.12 $77,705.88

8,973.12

6,360.00

$152,299.00

6,360.00*

Students' Department

The Journal of Accountancy
The final adjusted balances shown in the foregoing statement are further
explained as follows:

Property accounts—cost, per problem..........................

$85,600.00

Depreciation reserve—depreciation on cost for 6 years,
as follows:
Buildings, 12% of $45,000.......................................
Machinery, 30% of 28,000.......................................
Tools,
60% of 2,100.......................................
Furniture, 90% of 3,000.......................................

$5,400.00
8,400.00
1,260.00
2,700.00

Total......................................................................

$17,760.00

Appraisal—gross increase:
Cost new, per appraisal..............................................
Cost...............................................................................

$179,000.00
85,600.00

Gross increase.......................................................

$93,400.00

Depreciation on appreciation:
Depreciation per appraisal (schedule 2, statement 1)
Less adjusted depreciation per books, January 1,
1922 (schedule 3).....................................................

$18,561.00

11,840.00

Excess............................................ ...............................
Depreciation on net appreciation for two years,
1922-1923.................................................................

$6,721.00

Total......................................................................

$15,694.12

8,973.12

Capital surplus:
Sound value per appraisal..........................................
$160,439.00
Less adjusted book value at date of appraisal:
Cost........................................................................... $85,600.00
Less depreciation as adjusted................................. 11,840.00 73,760.00

Unrealized appreciation at date of appraisal...........
Depreciation of appreciation—1922 and 1923...........

$86,679.00
8,973.12

Remainder................................................................

$77,705.88

Following are the schedules in support of exhibit A:

Analysis of Property Accounts Per

books

Schedule i
Increase per Cost new
appraisal
per
appraisal
$2,500
$7,5oo
$10,000
45,ooo
55,ooo
100,000
28,000
32,000
60,000
2,100
1,900
4,000
3,ooo
2,000
5,ooo

Cost
Jan. 1,
1918
Land................................................................
Buildings.........................................................
Machinery.......................................................
Tools................................................................
Furniture.........................................................

Total....................................................
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$85,600

$93,400

$179,000
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Analysis

of

Depreciation Reserve Per books

Schedule 2
Depre Provision for two Total at
ciation
years since
Dec. 31,
Per ap
appraisal
1923
praisal Rate Amount
Jan. 1,
1922
$6,338 $6,338 2%
$1,800 $8,138
2,800 14,317
3,483* 11,517 5%
1,204*
420
916
496 10%
210 15%
1,290*
1,110
900

Provision Increase
1918 to decrease*
1921 per
appraisal

Buildings......................
Machinery................... . $15,000
Tools............................
1,700
Furniture.....................
1,500
Total.................... .. $18,200

$0,361 $18,561

Property accounts—schedule 1..........
Depreciation—schedule 2..

$5,920 $24,481

............ $179,000
24,481

Net book value, as in balance-sheet in problem. . $154,519

Statement of Depreciation per

appraisal

Land................................................................
Buildings.........................................................
Machinery......................................................
Tools...............................................................
Furniture........................................................

Cost
new
$10,000
100,000
60,000
4,ooo
5,000

Total........................................................

$179,000

Schedule 2
Statement 1
Sound
Deprecia
value
tion
$10,000
93,662
$6,338
48,483
11,517
3,504
496
4,790
210
$160,439

$18,561

Statement of Adjusted Depreciation Jan. 1, 1918 to Dec. 31, 1921
Schedule 3
Rate
Adjusted
Per
Increase
per annum
amount
books decrease*
Buildings.................... ................
$3,600
2%
$3,600
Machinery................. ................
5,6oo
$15,000
9,400*
5%
Tools.......................... ................
840
1,700
10%
860*
Furniture................... ................
1,800
1,500
300
15%

Total..................

$11,840

$18,200

$6,360*

Statement of Elements of Credit to Capital Surplus
Resulting from appraisal at January i, 1922
Schedule 4
Adjusted Adjusted
Sound
Increase,
Cost
dep'n to
carrying
value
or
Ian. 1, ’22
value
per
capital
per Sch. 3 Jan. 1, '22 appraisal
surplus
Land.....................
$7,5oo
$10,000
$7,500
$2,500
Buildings..............
45,ooo
$3,6oo
41,400
93,662
52,262
Machinery............
28,000
5,6oo
22,400
26,083
48,483
Tools....................
2,100
840
1,260
3,504
2,244
Furniture.............
3,000
1,800
1,200
4,790
3,590

Total............

$85,600

$11,840

65

$73,760

$160,439

$86,679

66
15%

10%

2%
5%

cost

6⅔ “

50 years
20
“
10
“

life

Original

2⅔

6

2.1739%

6.25

Annual
Two
dep’ n. of
years'
appreciation depreciation

SCHEDULE 5

$8,973.12

$52,262
$1,136.12
$2,272.24
26,083
1,630.19 3,260.38
“
16.6666
2,244
374 . 00
748.00
“ ........ 37.5 ..................... 3,590............... 1 ,346.2 5........ 2,692.50

46 years
16
“

Net
appreciation
appreciation (schedule 4)

Annual

rat on

Life
after
appraisal

31, 1923

A ppreciation

T otal .........................................................................................................................................................................................

Tools ....................................................
Furniture ............................................

Buildings.............................................
Machinery ..........................................

Depreciation
rate on

of

TO DECEMBER

D epreciation

I, 1922

of

JANUARY

Statement
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Exhibit B

31, 1923

Assets
Current............................................................................................... $161,318.00

Fixed:
Cost.................................................
Less depreciation on cost...............

$85,600.00
17,760.00

Remainder.......................................................... $ 67,840.00
Gross appreciation—Jan. 1, 1922. $93,400.00
Less depreciation of appreciation.
15,694.12

Remainder..........................................................
77,705.88 $145,545.88
Deferred charges...........................................................................
1,553.00
$308,416.88

Liabilities
Current............................................................................................... $ 83,010.00
Capital:
Capital stock.......................................................... $300,000.00
Capital surplus from appraisal.............................
77,705.88

Total.................................................................... $377,705-88
Lessdeficit..............................................................
152,299.00

225,406.88
$308,416.88

Book value per share = $225,406.88÷3,ooo = $75.1356.
The foregoing solution is more extended than would appear to be necessary
to meet the requirements of the problem. The problem merely requires a
statement of the adjusted book value of the stock, with an explanation of the
method of obtaining the figures. It does not require the segregation of the
cost and appraisal write-up elements, nor the segregation of operating deficit
and capital surplus.
The following solution would appear to meet the limited requirements of
the problem. It accepts the appraisal and proceeds to depreciate the assets
on the basis of the appraised values and the remaining life after the appraisal:
Statement

of

Adjusted Depreciation

FOR PERIOD SUBSEQUENT TO APPRAISAL

Land.............................
Buildings......................
Machinery...................
Tools............................
Furniture.....................

Sound value
per
appraisal
Jan. 1, 1922
$10,000.00
93,662.00
48,483.00
3,504.00
4,790.00

Total depreciation......................

Life after
Jan. 1,
1922

Depreciation Depreciation
per
for
year on
two years
sound value

46 years$2,036.13 $ 4,072.26
16
“
3,030.19
6,060.38
6
“
584.00
1,168.00
2⅔ “
1,796.25
3,592.50

.........................................
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$14,893.14
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Assets
Current.......................................................................

$161,318.00

Fixed:
Sound value per appraisal, Jan. 1, 1922............. $160,439.00
Less depreciation on sound value since appraisal
14,893.14
Deferred charges........................................................

145,545.86
1,553.00

Total...................................................................

$308,416.86

Liabilities
Current.......................................................................

$83,010.00

Capital:
Capital stock..........................................................
Less deficit:
Deficit before adjustment of depre
ciation .................................... $65,620.00
Less additional depreciation:
Depreciation on
sound values... $14,893.14
Depreciation taken
oncost..............
5,920.00

8,973.14

$300,000.00

74,593.14

225,406.86

$308,416.86

Book value per share=$225,406.86÷3,000=$75.1356
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